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A n Historical Perspective of Government 
Auditing—With Special Reference to the U.S. 
General Accounting Office 
Leo Herbert 
Virginia Polytechnic Institute and State University 
Introduction 
Looking back on what has happened to auditing in the government by one 
who was there may give a somewhat warped perspective. Nevertheless, I am go-
ing to interject some of my own impressions of what happened in government ac-
counting and auditing during the past forty or fifty years that I have participated in 
these activities—in education, in state and local auditing, and in the Federal 
Government. 
Looking back into history only a short distance, a short enough distance to ob-
tain a vision of the environment that is causing auditing changes, we sometimes 
might not like what we foresee. Foreseeing changes oftentimes can be very 
disconcerting, because we can possibly see that the changes can extend into our 
own future in such a way that they will dramatically affect us and our future pro-
fessional lives. Most of us do not like rapid changes of any kind and especially 
those that directly affect us. Yet, you can see that changes in government auditing 
may be reflected in private auditing, and likewise, changes in private auditing can 
affect government auditing. 
First, let me give you an overview of what has happened in government 
auditing from the time that the United States started as an independent nation un-
til recently. Then I will give you a more detailed look at government auditing with 
special reference to auditing in the U.S. General Accounting Office during the 
past thirty years. By then, you should be ready to take a peek into the future to see 
some of the conditions in government auditing that may affect you in your profes-
sional activities, whether they be in education, public accounting, internal 
auditing, private accounting, or in governmental accounting. 
A Look at Audit ing During the Various Periods of United States History 
During my early years in the G A O , I became very interested in the history of 
auditing because what we in the G A O regarded as auditing seemed somewhat dif-
ferent from what the rest of the profession was calling auditing; furthermore, the 
impression I received from some of my friends in the public accounting profession 
was that they thought what we were doing was not auditing. I had many of them, 
including some members of state boards of accountancy and professors of account-
ing, tell me that only the examination of financial statements was auditing—and 
1 
nothing eke. Yet, I knew that what they were then doing in the way of making 
financial statement examinations was not what I was taught to do in my first col-
legiate course in auditing, about 25 years earlier. Obviously, in only a few years, 
quite a few changes had taken place in the meaning and practice of auditing, and 
these changes, as far as I was concerned, were still taking place. Furthermore, I 
felt, additional changes would continue to take place in the future. 
So, at that time I wrote a paper concerning some of those historical changes in 
auditing. I am going to paraphrase some of the statements I made at that time, 
because the points I made then are still relevant today. Let me start with what hap-
pened in auditing during the early history of our country, from the 1770's to the 
1870's. 
From the 1770's to the 1870's—100 Years of History 
I have always considered auditing as the professional part of accounting. If you 
consider auditing to encompass more than financial statement examinations, then 
you must think of accounting as being something much broader than merely 
financial record keeping. Accounting from this broader standpoint, moreover, 
would be more closely related to accountability than to accounts. With this in-
troduction, and with some minor changes, this is what I said concerning this early 
period of the history and what happened in accounting and auditing. 
The conditions under which accounting operated in the United States 
prior to the middle of the 19th century, both in government and business, 
can be stated very simply. The environment primarily was agricultural. 
Most businesses—agricultural, commercial, and industrial— were small. 
State and local governments were the dominant public bodies and most 
citizens believed the less government the better. There was little govern-
mental influence in any business activity. Any auditing was for the pur-
pose of checking the accuracy of vouchers, determining the legality of 
transactions, and finding fraud in the records. The concept of an indepen-
dent accountant could not be supported at that time in the United States.1 
If you will check into this period of early United States history you will find 
that most auditing done in this country at that time was performed by the United 
States government. This type of auditing was the review of vouchers to determine 
compliance with applicable laws or regulations and to determine whether any 
fraud had been committed. 
Notice, that in this type of auditing no financial statements were involved. 
Auditing included only a review of individual vouchers. "Voucher Auditing" 
continued long after newer types of auditing, such as balance sheet audits, finan-
cial statement examinations, and performance audits were discovered. The fact of 
the matter is, I saw a lot of voucher auditing in both the State of Louisiana and the 
G A O when I was there, but it was gradually being phased out. In addition, in 
early years, a great deal of State and local auditing was concerned with pre-
auditing, i.e., auditing before payment, as well as post auditing, i.e., auditing after 
payment of the voucher. But, this type of auditing changed very rapidly during 
the next 50 years. 
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From the 1870's to the 1920's— 50 Years of History 
Concerning change during this next fifty years, I said: 
Be that as it may, the environment changed so radically, immediately 
before and after the Civil War, that it influenced the functions of the ac-
countant (and auditor) and the knowledge he needed just as radically. In-
dustry, commerce, transportation, and finance were becoming 
preponderant, and they provided the major stimuli for accounting and 
auditing changes. The Federal Government, taking over from the States 
and municipalities, was becoming the dominant public body. 
Absentee owners of industrial, commercial, financial, and transporta-
tion businesses, rather than expecting accounting to be mainly an asset 
recording tool, were now beginning to require it to be an income measur-
ing tool—a tool for measuring the profit performance of those who carried 
out the activities for investors. 
Thus the auditor began to act as a representative of absentee owners 
rather than for the managers of business. In his audits, he represented the 
equity suppliers, and thus was independent of management. Now the en-
vironment began to support the concept of an independent accountant, 
and independent financial auditing became a part of the common body of 
knowledge of the accountant.2 
But independent financial auditing during the latter part of the 19th century 
was quite different from what it is today. Kohler and Pettingill, in a book pub-
lished in 1925 say: 
The American public accountant 40 years ago was frequently called 
an expert bookkeeper and his labors were confined largely to matters of 
locating errors and irregularities.3  
Thus, the auditor's approach during the 1870's and 1880's was largely the 
same as what the government auditor had been doing for 100 years; i.e., auditing 
vouchers for locating errors and irregularities. But, later on it changed to the audit 
of balance sheet accounts. In the same book, Kohler and Pettingill say: 
A number of years ago the Federal Trade Commission found that 
verified statements could be divided into the following two classes: 
1. Those in which the certificate is based on an examination of the books 
without independent appraisal of all assets with the aid of technical ap-
praisers. 
2. Statements verified with the personal supervision of inventories and the 
independent appraisal of all assets. 
Most balance sheet audits fall under the first category, and rightfully 
so. The accounting records of any business of ordinary size should be 
capable of satisfactory review in a few weeks' time by independent auditors 
without a physical inspection and appraisal of its assets. Occasional 
physical appraisals of properties by competent engineers, are, of course, 
necessary, not alone for testing the sufficiency of insurance carried, but 
also for the purpose of ascertaining the existence and estimating the future 
usefulness of properties appearing on the books. In most cases, it is safe to 
say, the auditor's technical abilities are best confined to extensive checks 
and comparison and a study of the general financial situation in which any 
business may find itself.4 
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You may notice that the term "balance-sheet" audit was the rightful title of 
audits at that time. The balance sheet was the primary statement, with the income 
statement just coming into prominence. The audit had moved from checking only 
individual transactions through voucher auditing to an examination of a summary 
of the vouchers in the accounts. The examination of accounts usually only in-
cluded balance sheet accounts; thus, the balance sheet audit. The auditor seldom 
went outside of the records during his examination, but he was beginning to be in-
dependent of the organization that was being audited. 
Government had lagged way behind the public accounting profession during 
this period. Government auditors were still auditing vouchers. Most of the 
auditors were a part of the branch of the government they audited, the executive 
branch, with only limited independence. In 1921, at the end of this period, the 
Federal Government adopted the idea of independent auditors, by setting up the 
United States General Accounting Office and transferring to it the functions and 
the auditors from the Treasury Department. 
From the 1920's to the M i d 1950's—35 Years of History 
From the 1920's to the mid 1950's the accounting profession grew very 
rapidly. During this period, I saw auditing move from the balance sheet audit to 
the examination of financial statements; from no standards for auditing to 
numerous generally accepted auditing standards; and from only a hint of generally 
accepted accounting principles, G A A P became the password of the day. I heard 
accountants say that the profession would never become proficient in observing 
inventory taking or expert in determining the validity of accounts receivable 
through account confirmations. 
I saw during this period: (1) government attempt to develop better ways of 
managing its expanded activities as a result of trying to overcome the worst 
depression that the nation has ever had, and (2) government spend more in one 
year than they had spent before in 100 years as a result of the effects of two world 
wars. And, as a result of the wars, the depression, and bigger central government, 
I saw the expansion of the income tax base so that practically all businesses, not 
only big businesses, and almost every individual, not only the extremely wealthy, 
paid income taxes. I saw the need for adequate payroll accounting because of the 
Social Security and withholding tax systems, and I saw the need for adequate 
audits in order to sell registered securities as a result of the Securities and Ex-
change Commission Acts stemming from the great depression. The fact is that 
during this period of rapid expansion of the accounting profession one of my 
graduate professors made a statement that all of us should consider. He said: 
"Each of us accountants should arise each morning and bow three times to 
Washington, because they have made the accounting profession what it is today.'' 
Of course, the Securities and Exchange Commission, the Internal Revenue 
Service, and audit organizations, such as the G A O and the D C A A have all had a 
major impact on the private auditing profession. But when it came to auditing 
public organizations, is was not until the passage of the Government Corporations 
Control Act in 1945, that audits in government began to be comparable to those 
in the private sector. 
This Act required the G A O to audit government corporations in accordance 
with the principles and standards of the accounting profession. Thus, the G A O 
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then became the independent public accountant for all Federal Government cor-
porations. G A O ' s Corporation Audits Division reviewed the financial statements 
of some of the largest corporations in the United States—The Tennessee Valley 
Authority and The Columbia River Power System, for example. Their audits 
were made in accordance with generally accepted auditing standards and their 
audit reports expressed an opinion as to whether the statements were fairly 
presented in accordance with G A A P . But this part of G A O ' s responsibility was 
limited to the audit of financial statements of government corporations and did not 
include auditing the financial statements of all activities of government. 
Many states, likewise, were requiring their auditors to follow generally ac-
cepted auditing standards in making audits of state and local agencies. The major 
problems I found in our audits in Louisiana, at that time, were not related to 
following generally accepted auditing standards, but to finding accounting prin-
ciples that we could use as a basis for expressing an opinion on the statements. To 
a certain extent, it became necessary for the auditor to develop his own generally 
accepted accounting principles and any legal principles that were needed. Thus, 
the auditor in government was somewhat both a legal expert and an accountant. 
But all auditing activities of government changed as dramatically as in the public 
accounting profession. 
In the early 1950's, Congress passed an Act that said that G A O should be the 
public accountant for all agencies and departments, and not only for the corpora-
tions of the Federal Government. It was also given the responsibility for stating ac-
counting principles and standards for Federal organizations. In other words, the 
auditor in the G A O , instead of having the vouchers sent in to him, was going to 
the site of the audit, as an independent auditor, to make his review. And, instead 
of auditing only vouchers and preparing statements of government agencies, he 
would audit all of the activities of the Federal Government, including the ex-
amination of financial statements, as well as the audit of any funds that went to 
private sources for government procurement of goods and services. 
You can easily visualize what a change this would make in the activities of the 
G A O . Instead of having voucher checkers as auditors, they would need profes-
sional accountants. Instead of sitting behind a desk reviewing and stamping 
vouchers, they would go to the site of the audit to professionally examine the ac-
tivities of the departments, agencies, and corporations of the government. In addi-
tion they would audit any funds that went to private sources for government pro-
curement of goods and services. 
From the M i d 1950's to 1970—15 Years of History 
Most of you have lived during this period and can attest to what has happened 
to auditing as it applies to education, public accounting, internal auditing, and 
government. Auditing standards have expanded, principles of accounting have 
grown dramatically, lawsuits in the public accounting field have run rampant, and 
the supply of professionally trained accountants has not been sufficient to meet the 
demand. Many factors have increased this demand for personnel for accounting 
and auditing services: 
—the expanded requirements of the Securities and Exchange Commission 
and of the Internal Revenue Service; 
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—the effect of two wars on our economy; 
—the expansion of technology, such as, television; the space program, in-
cluding a landing on the moon, a look at other planets, and the possibil-
ity of space travel; 
—nuclear energy, including the possibility of a nuclear war; 
—the almost universal adoption of contracting with private corporations 
to fulfill the military, space, and atomic needs; 
—the shifting from the government's taking care of social problems to let-
ting private enterprise and local government organizations take care of 
them through the use of federal funds. 
In addition to creating shortages in auditing personnel, these factors have also 
brought about the intermeshing of private auditing with public auditing, and na-
tional auditing with international auditing. The expansion of demand for account-
ing and auditing services also created other problems: not only obtaining new per-
sonnel but also developing current personnel to meet the demands of the changing 
practice. 
In April 1956, I went to the U.S. General Accounting Office as a consultant 
and stayed on as the Director of the Office of Staff Management with the responsi-
bility for developing its professional staff. You will remember that until the late 
forties and early fifties the mandate of the Office was to examine vouchers, but this 
was slowly changing. I made a study for the Comptroller General soon after I went 
with G A O and found that of the approximately 5,000 employees, only 1,226 
could be classified as "accountants and auditors." Of those 1,226 we could find 
only 226 we could identify as professional accountants and auditors. Most of 
those classified as professional auditors had been contract auditors during the 
World War II, with most of them coming from large national public accounting 
firms. They decided after the war to stay in the government rather than go back to 
their private employment. Others had come in after the war in the Corporations 
Audit Division, the division set up by the Comptroller General to audit govern-
ment corporations. A few of the voucher auditors had demonstrated their capabil-
ity as professionals and had been converted to auditors; a few of the professionals 
were accounting systems experts, with limited auditing background. 
With this nucleus of professional accountants and auditors, with the auditors 
being required to audit in accordance with the principles and standards of the 
public accounting profession, and with the auditors being on the site of the audit, 
most of them found that it was almost impossible to audit the financial statements 
of the departments and agencies of the Federal government. It would be almost 
impossible for them to state that in their opinion the statements were fairly 
presented in accordance with generally accepted accounting principles. Although 
the G A O had set forth accounting principles for the Federal Government, most of 
the agencies and departments of government did not have an accounting system 
that would provide information that could in any way be said to be accordance 
with G A A P . Consequently, the auditors began to expand their audits into areas 
that led to determining the efficiency and economy of the operations of the 
organization. G A O found that the Congress, to whom the reports were sent, was 
more interested in the accountability of the management of the departments and 
agencies than they were in accounts and financial reports. As a result, G A O 
developed what, in the early stages, they called a ''Comprehensive Audit . " This 
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audit included not only a partial review of the financial records but also an audit 
for efficiency and economy of particular operations of the organization. Efficient 
operations include: (1) holding the costs constant while increasing the benefits, (2) 
holding benefits constant while decreasing the costs, (3) increasing costs at a 
slower rate than benefits, and (4) decreasing costs at a faster rate than benefits. 
Economical operations involves the elimination or reduction of needless costs. 
Thus, economy and efficiency, as they both pertain to reduction or elimination of 
costs, are equivalent in meaning. Only when costs remain constant or increase in 
relation to increasing benefits are the meanings different. 
The reception of Congress to the efficiency and economy audits was very 
favorable, and except for the corporation audits, where principles and standards of 
accounting were important, financial statement audits for all intents and purposes 
were eventually eliminated. Efficiency and economy audits were the only ones 
given to the Congress, the agency, and the public. During this period that saw the 
movement to economy and efficiency audits, we found in the G A O that through 
developing and using a conceptual framework for training, auditors who had been 
educated or trained in auditing financial statements found it very easy to shift to 
auditing management's performance for efficient and economical operations. We 
also found that the basic approach to auditing was the same, whether it be for 
financial or management auditing. Since each audit for efficiency and economy 
was, in almost all cases, separate and distinct from every other audit, unlike finan-
cial statement audits, one or two additional steps were needed to specifically iden-
tify the particular activity that needed auditing. But these new steps could be 
learned very easily if the auditor knew the procedures of auditing and the specific 
elements of any audit. The conceptual framework for training we developed for 
these types of audits identified those elements as: criteria, causes, and effects. 
From there on, all the auditor had to learn was a little more about evidence. 
Since all auditors were at that time required to gather evidence by observing 
inventories, by confirming receivables, as well as by reviewing records, they 
sometimes did not have insight into gathering evidence from sources other than 
records, and past habits are hard to change. I can remember a discussion I had 
with our policy staff concerning the use of interview evidence. They said that in-
terview evidence could not be used alone as evidence—it had to be supported by 
records evidence. I suggested to the policy staff that they might want to look into 
the reasoning behind why judges and lawyers wanted information from knowledg-
able individuals, rather than from records, to prove their legal issue. This legal 
view of interview evidence seemed to me to be exactly opposite of what the policy 
staff had told me about the value of that type of evidence as compared to records 
evidence. This distinction between relative values of types of evidence took several 
years and a good understanding of audit evidence by all of the staff members con-
cerned before the question was satisfactorily resolved. 
Adding on one or two additional steps to find out just exactly what activity 
needed to be audited for efficiency and economy; learning that management con-
trol for purchasing, marketing, and other management activities is no different 
from internal control for accounting; understanding the meaning of evidence as it 
applies to both financial and management audits; and learning the techniques of 
writing a report instead of copying a standard report; the auditors soon became 
very proficient in making audits for efficiency and economy. But one of the 
pecularities of their becoming proficient in measuring the efficiency and economy 
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of operations of others is that the G A O auditors found out how others were 
measuring them. The employees in the various divisions of G A O , so it seems, had 
found that they were being measured by the number of reports that they issued. 
T o increase their performance potential, they learned how to make additional 
reports out of one report. They called these reports "drip-type" reports. To do 
this, they determined the minimum amount of effects the office would accept in 
each report. The magic amount was $100,000. For example, instead of consider-
ing whether a corporation was efficiently or economically carrying out the con-
tracts it had with the government on an overall contract basis, possibly $500 or 
$800 million worth, they considered each contract separately and "drip-type 
reported" any deficiency as long as the amount was at least $100,000. The cor-
poration may have been doing an excellent job overall, but on this one particular 
contract, they may have overstated costs to the government of at least $100,000. 
Thus, a report would be issued on that one contract without considering what was 
taking place with all of the other contracts. For example, the contractor may have 
understated costs by $100,000 on another contract. This often made the corpora-
tion look as if it were cheating the government, as if it were inefficient or 
uneconomical, or if it were doing a very poor job, even when they were doing an 
excellent job on an overall basis. 
Another illustration of drip-type reporting is that found in leasing versus buy-
ing of electronic data processing equipment. Instead of making one report on the 
cost to the government for leasing instead of purchasing all data processing equip-
ment, one report was issued for each contract, as long as the report had in it a defi-
ciency of at least $ 100,000. 
If there is one thing that I learned about auditing for deficiencies in manage-
ment during this period, it is this one point—if you want to improve the opera-
tions of management, rather than to make a headline, place your deficiencies in 
proper perspective. Isolating immaterial deficiencies for headline purposes is often 
used to destroy people rather than to improve operations. For instance, a general 
built a fancy doghouse for his beloved puppy out of appropriated funds. Even 
though he was doing an excellent job overall, this simple, but very limited, defi-
ciency in his management gave him a very hard time, especially from the press. 
Isolating deficiencies in order to gain headlines in newspaper stories has seemed to 
me to be a very poor way to improve managerial operations. It seems to me that 
reporting isolated deficiencies, if reported often enough, gives the impression that 
everything is bad, and there is no good at all in management's operations. Which 
is not true. 
While these isolated deficiency reports often impressed news makers, you can 
imagine how many congressmen and their staff, most agency heads, and many 
corporation executives felt about them. Overall, most of the managers were doing 
a fairly good job, needing a balanced perspective as to what deficiencies they had in 
their operations, in order to improve them. So, in the middle 1960's, Congress 
held hearings on this type of work. From these hearings, this single, isolated, drip 
type report, except for exceptional circumstances, became a past issue. The Con-
gress said they wanted to know whether the overall operations were being con-
ducted efficiently and economically, and suggested that G A O might look into 
whether the programs of government were being operated effectively. This leads 
us to the next period. 
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From the 1970's to 1980 — T e n Years of History 
Frederick C. Mosher, summarizing this last ten year period of G A O ' s ac-
tivities says they have ranged: 
—from frugality in expenditures towards effectiveness; 
—from audits for legal compliance toward reviews of management; 
—from suspicion of and hostility to the executive branch towards coopera-
tion and collaboration; 
—from individual transactions toward systems and problems; 
—from a punitive approach toward a corrective approach; 
—from nearly total independence toward interdependence with Congress; 
—from concerns about the past toward concerns about the future; 
—from concerns of auditing in itself toward devolution to executive agen-
cies; 
—from strictly financial matters toward costs and results of programs.5 
By the end of the 1960's, G A O had practically divested itself of that punitive 
approach to auditing—reviews for legal compliance, for errors in individual 
vouchers, and for efficiency and economy of individual actions—and had started 
the improvement (corrective) approach: reviews of the overall activity of manage-
ment for efficiency and economy and of management's programs for effectiveness. 
Programs were considered effective when management achieved the goals or ex-
pected results desired by third parties and management agreed on and accepted 
those goals. 
This trend toward reviews for effectiveness automatically brought about more 
concern for the future than for what had happened in the past. In addition, G A O 
began to be concerned with auditing for what the Congress, the major user of the 
reports, wanted and needed as well as for what G A O wanted. With the expansion 
of governmental activity at all levels, G A O became concerned with the decen-
tralization of the audit function by determining what best could be done by agency 
auditors, CPA's , and state and local auditors instead of the G A O doing it all 
themselves. 
Let me give you an illustration showing the differences between efficiency and 
economy audits and effectiveness audits. This illustration concerns the readiness 
of a particular military unit. This unit was supposed to be ready to fight anywhere 
in the world on 24 hours notice. We reported that the guns wouldn't shoot, the 
airplanes wouldn't fly, the tanks wouldn't run, the trucks weren't available, and 
the men couldn't be found. This is quite a bit more responsive than a report that 
says that a particular tank could be produced for less if the department used com-
parable parts from the previously used tanks. 
Furthermore, let me show you how the reports on efficiency and economy 
changed and how much broader they are today by considering the overall manage-
ment activity rather than by considering a single isolated action. This illustration 
is concerned with management using a particular type of spark plug (a platinum 
tipped spark plug) in place of a regular spark plug for use in military aircraft. This 
new plug costs four times as much as the regular plug, but users were obtaining 
only the same amount of service life. It was shown that the service life that should 
have been obtained from the new plug was six to 10 times that being obtained. If 
the users obtained the full service life from the plug, they could have saved hun-
dreds of thousands of dollars. Compare that to a recent report (February 7, 1980, 
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LCD-80-30) concerning the system of ground support for military aircraft. That 
report says that hundreds of millions of dollars could be saved each year if the 
military standardized ground support for all military aircraft—ground support 
such as tow-bars, boarding ladders, maintenance stands, electrical connectors, 
automatic test equipment, and the like, instead of developing particular support 
for each type of aircraft. Contrast this with earlier G A O reports that would have 
taken each individual part of the ground support for each particular type of aircraft 
and made a report out of it. 
This move towards effectiveness reviews and broader based economy and effi-
ciency audits was not an easy challenge. Many of the staff members had become 
extremely capable in making these single, drip-type, deficiency audits, and were 
especially afraid to move to effectiveness reviews. Since we had found that by us-
ing a conceptual framework, we could very rapidly train a staff member to make 
deficiency type audits, we decided that we should develop a conceptual structure 
for training in auditing for the effectiveness of a management system or program. 
One person I had review my paper suggested to me that I give an illustration of 
how these concepts can be used. So, for this purpose, I have included an illustra-
tion in the appendix. 
I mentioned earlier the military readiness review as an early start in the direc-
tion toward effectiveness reviews, but the audit effort in social areas often is more 
complex and difficult than that in military areas for the reason that often there is 
no consensus on the criteria that should be used as a basis for measuring results. 
Whenever the goals are already accepted and standards for accomplishing them 
are available, such as when the Bureau of Indian Affairs has the goal of bringing 
the level of education of Indian students to that of the average American within 
ten years, then an auditor can complete the audit without too much outside help. 
But when a program has no accepted goals and has no standards for measurement 
to determine whether the goals are being accomplished, some help from experts in 
the particular field of that program is needed. Take for example a program that has 
as its goal to make new buildings in each state more energy efficient. Obviously, if 
the program manager, such as a particular state agency, has not developed any 
standards for improving the energy efficiency of new buildings erected in the 
State, the program has little chance of accomplishing its goal or of being effective. 
But suppose the program manager had developed some standards that were being 
required in all new buildings. How would you be able to measure this unless you 
had some help from experts in that field to determine whether those energy effi-
ciency standards were the right ones? G A O has found that help in many of the 
newer program areas is needed in order to evaluate some of the programs, and 
consequently many of the newer staff members coming into the G A O are from 
engineering, atomic energy, mathematics, actuarial science, economics, and other 
fields as well as from the accounting field. 
But where are all of these improved approaches to auditing going to lead 
government auditing, and how will they affect us? To find out let us take a peek at 
the future of governmental auditing. 
A Peek at the Future of Governmental Audit ing 
Some directions that I believe governmental auditing will take in the future 
are: 
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1. A l l governmental units—state and local as well as Federal—will require 
the same type of auditing now found in the G A O — that is, less em-
phasis will be placed on financial statement examinations and more will 
be placed on auditing for efficiency, economy, and effectiveness. 
2. Public accountants will become more and more involved in 
governmental auditing and hence more and more involved in auditing 
for efficiency, economy, and effectiveness. 
3.Once public accountants learn that there is very little difference in the 
practice of auditing in one area of management performance, i.e, finan-
cial statement examinations, as compared to the review of the activities 
of an organization for efficiency and economy and a program for effec-
tiveness, they will be ready to move into the same type audits in private 
corporations. 
Types of Audits in A l l Governmental Organizations 
The Standards for Audit of Governmental Organizations, Programs, Ac-
tivities, and Functions states: 
This concept of accountability is woven into the basic premises supporting 
these standards. These standards provide for a scope of audit that includes 
not only financial and compliance auditing but also auditing for economy, 
efficiency, and achievement of desired results. Provision for such a scope of 
audit is not intended to imply that all audits are presently being conducted 
this way or that such an extensive scope is always desirable. However, an 
audit that would include provision of the interests of all potential users of 
government audits would ordinarily include provision for auditing all the 
above elements of the accountability of the responsible officials.7 
These elements include: (1) financial and compliance auditing, (2) economy 
and efficiency auditing, and (3) program results auditing. Program results auditing 
is what I am calling effectiveness auditing. 
With the formation of intergovernmental audit forums, with at least one book 
and many articles on auditing management performance, and with the various 
departments and agencies of the Federal Government requiring better accounta-
bility in state and local management's use of Federal funds, I can see that it will 
not be very long until auditing in each of these areas becomes common place 
throughout all levels of government. It appears to me that the emphasis in the 
future in governmental auditing will be on compliance, efficiency, and effec-
tiveness auditing, rather than on financial statement examinations. 
I also believe that any increased emphasis in government on financial state-
ment examinations for third party users will be on the audit of the overall govern-
mental unit as an entity rather than on the fund as an entity. I believe this will 
come about: (1) because of the increasing use by third parties of government 
bonds as an investment and the need of those parties for information that they can 
rely on concerning the security behind those investments, and (2) because of the 
Federal Government's interest in the activities of State and local government— 
they provide at least one third of their financing. I doubt that you can obtain the 
information needed today by these parties from audited financial statements of 
governmental units on the fund basis, even though the statements for all funds are 
shown on a combined basis. 
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Of even less value than combined statements of municipalities are those in-
dividual statements of agencies and departments of states and the Federal govern-
ment. For instance, I have very little confidence that the information from the 
statements of the G A O would help me to determine whether the Federal govern-
ment has sufficient resources to back its bonds. The same lack of confidence ap-
plies to state agency financial statements. What value would the statements from 
the highway department be in convincing me that the state could pay its debts or 
provide matching funds for Federal grants? Maybe highway revenue bonds that 
did not have state backing would be considered by investors and the Federal 
government, but then you are into the area of income determination, using 
generally accepted accounting principles for this purpose, rather than generally ac-
cepted accounting principles for governmental agencies. 
If this trend in government continues towards the need by third parties for 
total government information through desire for consolidated financial statements 
on the full accrual basis, it means that there will need to be a major change in 
what is now considered principles of accounting for governmental agencies. I 
believe that change will take place very rapidly. 
From the above discussion you can understand why the Congress lost all in-
terest in financial statement audits for agencies and became more interested in 
audits of efficiency, economy, and effectiveness of their operation. The user of the 
audit report has a great deal to say about what is audited and how it is reported, 
and the audit report should at least attempt to meet some of his needs. 
It seems to me that one need by third parties in reports on efficiency and effec-
tiveness is that audits should be more timely reported. To meet this need for more 
timely reports, auditors are going to have to learn a lot more about planning for, 
obtaining, and evaluating audit evidence, and about the way evidence determines 
our conclusion on an audit objective. This field of audit evidence, then, appears to 
me to be a very important area of research that universities and other research in-
stitutions should spend a great deal more time on in the future. This is so if 
auditors are to learn how to plan for, obtain, and evaluate sufficient evidence on 
the audit objective in order to have a timely report without the inherent risk that 
goes with insufficient evidence. 
Another problem that I can see coming as a result of audits of management 
performance, one that may create a clash between the user and the auditor but one 
that I do not know how to give you a proper answer on, is that concerning in-
dependence. When auditors evaluate policy, policy makers want them to make the 
policy. Sometimes this seems the obvious way to go. Yet, if they make policy, 
they lose their independence and thus their capability as auditors. I have always 
made a distinction between program auditors and program analysts or program 
evaluators. The auditor must be independent in order to render an independent 
conclusion or opinion on his examination. The analyst does not necessarily have 
to be independent or even unbiased. His way, in his opinion, should be the only 
way to go, even if it is biased. Yet, without an independent audit on the way he 
chose to go, whether the right way or the wrong way, third parties would have no 
way of knowing whether he chose the right or wrong way. 
This leads us to the part the independent public accountant will play in this in-
creased emphasis on auditing for efficiency and effectiveness. 
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Public Accountants' Involvement in Audit ing Management's 
Performance in Government 
Touche Ross's recent Report on Progress & Perspectives 1980 says: " T h e 
public sector remains one of the most important areas of growth for Touche 
Ross." 8 They then mention several national and international governmental 
organizations they have just started to audit and indicate that their engagements 
include both financial and operational audits. 
I believe you can see that Touche Ross, the firm sponsoring this forum, is now 
in the process of doing what I have said has been done in the GAO—making 
financial, management, and program audits. And, I believe that public accounting 
firms will do more of this in the future. For example, this year Peat, Marwick, 
Mitchell and Company is auditing Virginia Tech not only for an opinion on its 
financial statements but also for a conclusion on the efficiency and effectiveness of 
particular operations. This has come about as a result of a change in attitude by 
the Auditor of Public Accounts of the State of Virginia, who gave them the con-
tract. But will auditing governmental activities and programs have any effect on 
the work the public accountants do in the private area? 
Possible Expansion of Audits of Corporate Activities and Programs 
In the February 22, 1980 issue of Deloitte Haskins Sells The Week in Review 
they say: 
In a recent article in the Financial Analysts Journal, John C. Burton, 
Professor of Accounting and Finance at Columbia University, responded 
to questions from William C. Norby on accounting and reporting trends in 
the 1980's. . . 
Where do you see the accounting profession going? 
My personal view is that, with the new kinds of data being presented, 
the profession is going to have to get used to different kinds of reports and 
to different levels of assurance regarding those reports. There will be 
greater emphasis on the accountant's review and his analytical services, 
and on internal control evaluation and reporting. The auditor's principal 
output will shift away from reports on whether the financial statements 
conform to GAAP. 
Evidently the profession's average level of capability will have to gear up 
considerably? 
I agree. Auditors will no longer be following a formula. They will have 
a more judgmental role to play. At the same time, they will be under 
pressure to do their job with greater efficiency.9 
I agree with John Burton 100%. I also believe that from understanding how 
to make these efficiency, economy, and effectiveness types of audits, by doing 
them in the governmental area, public accountants will be ready for whatever hap-
pens to them in the corporate reporting area. If you do not believe me in regard to 
the expansion of auditing, look at what is happening in the field of internal con-
trol. Audits of internal control, incidentally, are effectiveness audits. Or look at 
peer reviews—they also are effectiveness audits. 
I believe you can see that I am very optimistic about the future of the account-
ing profession in government as well as in public accounting. Yet, I am also a little 
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fearful, fearful that if the accounting profession does not accept these additional 
responsibilities, wherever found, that some other profession will. And, if others 
such as management consultants, program evaluators, EDP specialists, etc., take 
over the newer fields of auditing, and financial statement auditing becomes less 
and less important, then what happens to the accounting and auditing profession? 
I hope we have enough wisdom to make sure it doesn't go the way of the voucher 
auditor. 
Appendix I 
Illustration of the Use of Audit ing Concepts 
in Reporting on Effectiveness Audits 
Let me tell you what one G A O staff member said to me concerning the use of 
a conceptual structure in his audit. One Friday evening last fall, I was waiting in 
the airport in Atlanta for a flight home. Also waiting in the airport for his flight 
back to Washington was a high level member of G A O ' s directorate with one of 
his fairly new, advanced level, staff members. This director from G A O introduced 
me to the new staff member by saying to that person that I was the one in G A O 
who had thought up the idea of criteria, causes, and effects that they had so suc-
cessfully used in developing their audit finding during the past week. Criteria, 
causes, and effects had come directly from the conceptual structure that was used 
in training this particular member of G A O ' s directorate. 
To illustrate how these conceptual terms are used in an audit report, and can 
as easily be used in the various stages of making the audit, let me pick out some of 
these terms from a rather recent G A O audit report. The title of the report is 
"Energy-Saving Strategies for Federal Procurement," EMD-79-68. 
As was said earlier, an effectiveness audit is one that determines whether 
management has carried out standards that achieved the goal of the program. 
Each of the particular elements of the audit are identified below. 
Energy-saving Strategies for Federal Procurement 
Background Information 
The sheer volume of Federal procurement makes it an important process 
through which energy conservation can be effected. The Energy Policy and Con-
servation Act (EPCA) of 1975 states that the President shall . . . establish or 
coordinate Federal agency actions to develop mandatory standards with respect to 
energy conservation and energy efficiency to govern the procurement policies and 
decisions of the Federal Government and all Federal agencies, and shall take such 
steps as are necessary to cause such standards to be implemented. This respon-
sibility was delegated by the President through Executive Order to the Office of 
Federal Procurement Policy (OFPP). 
Goal of the Program 
To reduce energy consumption in the United States by developing and using 
procurement techniques that are energy efficient. 
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Effects 
The goal of reducing energy consumption in the United States by developing 
and using procurement techniques that are energy efficient has not been effec-
tively accomplished. 
Criteria 
(Only three criteria as standards that should be followed are described. 
However others are listed but not described.) 
—Life cycle costing 
Life cycle costing should be used because it considers operating, maintenance, 
and other costs of ownership, as well as acquisition price. Because energy expen-
ditures constitute an increasingly large portion of the operating costs of many 
items, life cycle costing represents significant energy conservation potential. 
—Energy efficiency standards 
Energy efficiency standards should be used because they are simple, item-by-
item requirements of minimal energy efficiency. The procurement of an energy 
consuming product with less than the prescribed efficiency as set by the standard 
would be prohibited. 
—Design versus performance specifications 
Design specifications describe the way a product must be constructed. Per-
formance specifications describe the way a product must perform; the product 
may be constructed in any way imaginable, and of any materials the contractor 
deems suitable. A greater emphasis on performance, rather than design, should be 
used because it offers more opportunity for improving energy efficiency. 
—Value incentive clause 
—Purchasing items made from recycled materials 
—Transportation of Government purchases by energy efficient means 
—Requiring use of returnable beverage containers in government in-
stallations 
—Change i n product 
Causes 
The Office of Federal Procurement Policy has not provided satisfactory 
guidance to procuring agencies and has not assured that measures to achieve 
energy conservation through the procurement process have been implemented. 
This responsibility for guidance to procuring agencies and for measures to achieve 
energy conservation was delegated to OFPP over three years ago, and all they 
have done is to issue a statement that principles of energy conservation and effi-
ciency should be applied in the procurement of property and services. 
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The Department of Defense inserted in their procurement regulations that 
energy conservation and efficiency criteria shall be considered. The General Ser-
vices Administration used the same statement in their procurement regulations. 
These general statements or other specific standards had not been included in im-
plementing procurement regulations. 
The Department of Energy had not given full recognition in their procure-
ment policies and procedures to energy conservation. 
Conclusion and recommendations 
Although it has been over 3 years since E P C A was passed, the Federal 
Government has not satisfactorily developed and implemented procurement 
strategies for reducing energy use as intended. We recommend that OFPP em-
phasize the potential for saving energy through the procurement process by im-
mediately revising its policy letter to (1) explicitly identify the types of action and 
strategies that can be used and (2) require procuring agencies to: 
—determine which strategies should be implemented, based on the type of 
items to be procured, 
—develop specific procedures and issue guidelines on when and how to ap-
ply energy efficient procurement techniques, and 
—ensure that procurement officials are informed that they are to imple-
ment those techniques. 
We also recommend that OFPP actively follow up on agency actions to make 
certain that energy does indeed become a major consideration in the procurement 
process.10 
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